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PURPOSE 

This report describes State Medicaid agencies’ use of revised average wholesale prices for 
certain prescription drugs. 

BACKGROUND 

Medicaid payments for prescription drugs totaled almost $12 billion in 1998, accounting 
for nearly 7 percent of all Medicaid expenditures. Most State Medicaid agencies 
reimburse pharmacies based on the average wholesale price of a drug less a discount 
ranging from 4 to 15 percent. States do not always use the same reimbursement for drugs 
administered directly by physicians. Drug manufacturers report average wholesale prices 
to companies such as First DataBank and Medical Economics. These companies compile 
pricing data for the pharmaceutical industry. 

Recently, a national investigation conducted by the United States Department of Justice 
and the National Association of Medicaid Fraud Control Units (NAMFCU) revealed that 
some drug manufacturers were reporting inflated average wholesale prices for certain 
products. As a result, the two entities collected actual wholesale pricing data for 
approximately 400 national drug codes representing 51 drugs. This data was provided to 
First DataBank, who calculated new average wholesale prices for the drugs, and 
subsequently made the revised prices available to State Medicaid programs. The 
NAMFCU strongly encouraged States to make use of the revised prices, and anticipated 
that their implementation would result in a significant reduction in Medicaid 
reimbursement for the drugs involved. 

We gathered information from Medicaid representatives in 48 States and the District of 
Columbia. We asked States about their drug reimbursement methodologies, whether or 
not they had implemented the revised average wholesale prices, and if they had any 
problems or concerns about these prices. We also asked States that had implemented the 
revised prices to provide cost-savings estimates, if available. 

FINDINGS 

Thirty States use at least some of the revised average wholesale prices when 
determining drug reimbursement amounts 

Thirty States have incorporated the revised prices into their drug reimbursement 
methodology in some manner. However, States vary considerably in their methods of 
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implementation. Of the 30 States that have adopted the revised prices, 9 States use them 
for both pharmacy drugs and physician-administered drugs. The remaining 21 States use 
the revised prices for pharmacy drugs only. 

States reported both advantages and disadvantages to using the revised prices 

Seven States expressed complete support of the efforts to revise drug prices. These States 
noted that reported average wholesale prices are often extremely inflated, and they 
welcomed the efforts to obtain more accurate prices. Seventeen States appreciated the 
intent of the revised prices, but questioned whether the effort was the best solution. 
Nearly all States reported that certain groups opposed the use of the revised average 
wholesale prices. Opposition came from a number of sources, including hemophilia 
groups, pharmacies, infusion providers, physicians, and drug manufacturers. 

States using the revised prices believe they will lead to short-term cost-savings, 
but are unsure of the long-term impact 

Of the 30 States who are currently using the revised prices, 24 believed the prices will 
result in short-term cost-savings. However, 20 of the 30 States either do not believe or 
are unsure that the new prices will lead to any long-term savings. Seven States provided 
cost-savings estimates, with annual savings ranging from $800,000 to $7 million. 

CONCLUSION 

Over the last several years, the OIG has produced a significant body of work that clearly 
demonstrates the inflated nature of reported average wholesale prices. Because most 
States base their reimbursement for drugs on average wholesale prices, this inflation has 
caused Medicaid to pay too much for certain products. Therefore, we commend any 
efforts to obtain more accurate pricing for the Medicaid program. 

This report shows that some States are benefitting from the revised average wholesale 
prices prompted by the actions of the Justice Department and the NAMFCU. However, 
States’ concerns about the revised prices indicate that attempting to lower reimbursement 
simply by further reducing average wholesale prices may not be an effective long-term 
solution. Therefore, we continue to believe that the current system’s reliance on reported 
average wholesale prices as a basis for drug reimbursement is fundamentally flawed. 

Agency Comments 

The CMS agreed with our conclusion that the reliance on reported average wholesale 
prices as a basis for drug reimbursement is problematic, and stated that they will continue 
to look for administrative and legislative solutions to this problem. In addition, the CMS 
made two technical comments concerning items in the draft report. We have addressed 
the technical comments in this final version of the report. 
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